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The Accounting and Auditing Policy Committee (AAPC) was organized in May 1997 by
the Office of Management and Budget (OMB), the General Accounting Office (GAO),
Treasury, the Chief Financia Officers Council (CFO), and the President's Council on
Integrity and Efficiency (PCIE), as a body to research accounting and auditing issues
requiring guidance.

The AAPC serves as a permanent committee sponsored by the Federal Accounting
Standards Advisory Board (FASAB). The mission of the FASAB is to recommend
accounting standards to the FASAB principals after considering the financial and
budgetary information needs of congressiona oversight groups, executive agencies, and
the needs of other users of Federa financial information.

The AAPC isintended to address issues which arise in implementation which are not
specificaly or fully discussed in FASAB standards, interpretations of FASAB standards,
OMB's Form and Content Bulletin or OMB's Audit Bulletin. The AAPC's guidance on
accounting will be cleared by FASAB before arecommendation is forwarded to OMB for
publication. The AAPC's guidance on audit issues will be cleared by OMB and GAO
before being published by OMB.

The mission of the AAPC isto assist the Federal government in improving financia
reporting through the timely identification, discussion, and recommendation of solutions to
accounting and auditing issues within the framework of existing authoritative literature.



INTRODUCTION

Guidance for the accounting and reporting of seized and forfeited property held by Federa entitiesis
provided in the Statement of Federal Financial Accounting Standard No. 3, Accounting for Inventory and
Related Property (SFFAS No. 3), issued in October 1993. This Technical Release is intended to clarify
the required reporting of non-valued seized and forfeited property.

Agencies that must deal with non-valued seized and forfeited property should first refer to the hierarchy
of accounting standards contained in the current Office of Management and Budget (OMB) Bulletin on
"Form and Content of Agency Financial Statements' for guidance. Standards issued by Genera
Accounting Office (GAO) and OMB have precedence over other authoritative guidance for federal

entities” This technical release supplements the relevant federa
standards, but is not a substitute for and does not take precedence
over the standards.

Thi s Techni cal Rel ease includes a discussion of the issues and
recomended i npl enmentati on guidance that is intended to clarify the
reporting of non-valued seized and forfeited property. This guidance
al so provides nore detailed termnology relating to the neasurenent of
t hese non-valued itens (see Appendix A for the list of terns).

BACKGROUND

Federal entities inplenenting this standard have rai sed numnerous
guestions requiring clarification of the reporting of non-val ued

sei zed and forfeited property. Nunerous Federal entities’ m ssions

i nclude the task of seizing non-valued property. Bureaus within the
Departnents of the Treasury and Justice are nost directly affected by
this issue.

Non-val ued property either does not have a legal market in the United
States, or does not have a sal able value to the Federal governnent.
These itenms may be abandoned, enbargoed, prohibited, sensitive, or
seized for forfeiture. Exanples of such itens could include illegal
drugs, counterfeit currencies and nonetary instrunents, and firearns,
whi ch the Federal governnent, as a nmatter of |aw or policy, does not
return to the owner or sell upon forfeiture. Federal agencies that

sei ze these types of itens have had difficulty in applying the concept
of materiality and in the reporting of these types of itens since they
do not have nonetary value. Consequently, Federal agencies have

i ndependent |y determ ned what types of non-val ued property shoul d be
di sclosed in the financial statenents under SFFAS No. 3 and the units
of neasure, resulting in inconsistent disclosures between agenci es and
di scl osures that |acked neani ngful information.

Wi | e non-val ued sei zed property does not have a nonetary value to

"The Federal Accounti ng Standards Advisory Board recommends accounting concepts and standards to its
principals, the Department of the Treasury, the Office of Management and Budget, and the General Accounting
Office. If al three principals approve a recommendation it is issued by OMB and GAO.



t he Federal governnent, the sensitive nature of nmuch of this type of
property requires the sane | evel of accountability and security as
val ued property, if not nore. Agencies should ensure that their
systens of internal control are adequate to provide sufficient
accountability and security over this property in order to neet the
reporting requirenments provided in SFFAS No. 3.

SFFAS No. 3 prescribes that seized property shall be accounted for in
the financial records of the entity that is operating as the central
fund (see SFFAS No. 3, para. 60). Central funds are established to
finance the costs of the seizure, managenent, and disposition of
property, and to receive the proceeds fromthe sale or disposition of
that property. However, since non-valued itens do not have a
financial value, the central fund is not responsible for reporting
these items.” Accordingly, the seizing or custodial entity is
responsi ble for maintaining sufficient internal records to maintain
control over these itenms and woul d have reporting responsibility for
non-val ued itens.

Chapter 3 of the Statenment of Federal Financial Accounting Concepts
No. 1, Objectives of Federal Financial Reporting (SFFAC No. 1),
identifies the users of Federal financial reports and their

i nformati on needs. Federal financial report users need information to
assess the accountability, stewardship, and operating perfornmance of
Federal agencies and prograns. To address the information needs of
Federal financial report users, Chapter 4 of SFFAC No. 1 defines the
obj ectives of financial reporting as budgetary integrity, operating
performance, stewardship, and systens and control. The discussion of

t hese obj ectives enphasi zes the concepts of the entity’s control over
accountability of, and acconplishnment of Federal prograns and
activities.

Furthernore, to provide additional useful perspective, SFFAS No. 3

i ncl udes a discussion on the concept of materiality. Specifically,
the concept of materiality includes both quantitative and qualitative
considerations. Thus, an itemthat is not considered material froma
guantitative standpoint may be considered qualitatively material.
Accordingly, items woul d be considered qualitatively material if the
j udgnent of a person relying on the information presented about such
itenms would be influenced by the om ssion or m sstatenent of

i nformati on presented about those itens. SFFAS No. 3 states that an
itemthat is not considered material froma quantitative standpoi nt
may be considered qualitatively material if it would influence or
change the judgnent of the financial statenment user. It should be
noted that SFFAS No. 3 also clearly states that itens of a sensitive
nature held by an entity that are not considered material to the

entity’s financial statenments need not be reported.

DI SCUSSI ON OF | SSUES

“Thisis generally because the central fund does not take custody of nonvalued items.



The disclosure requirenments for seized and forfeited property are
outlined in paragraphs 66 and 78 of SFFAS No. 3. Anong the
requirenents is a footnote disclosure to contain: a description of the
conposition of the property; the methods of valuing the property;
restrictions on the use of forfeited property; changes from prior year
accounting nethods, if any; and an analysis of changes in seized and
forfeited property. The analysis of changes in seized and forfeited
property should provide the dollar value and nunber of properties on
hand at the begi nning of the year, seizures and forfeitures nmade
during the year, property disposed of and nethod of disposition, and
property on hand at the end of the year. This information should be
presented by type of property where material.

Wi | e SFFAS No. 3 provi des adequate gui dance for reporting seized and
forfeited items wwth a financial value, the standard has not been
interpreted and applied consistently with respect to non-val ued itens.
Par agraph 148 of SFFAS No. 3 states that the standard was revised to
address the disclosure requirenents for non-valued itens. For these
itenms, the standard does not require the reporting of financial value,
but it clearly requires the disclosure of all material forfeited
property, including those itens with no financial value. However, the
standard does not address the disclosure of non-val ued seized itens.
As a result, sone reporting entities with seizing authority disclose
non-val ued seized itens, and others do not. Carification of the
standard as it relates to non-valued seized itens is needed to ensure
consi stent inplenentation.

Wth numerous professional disciplines involved in activities rel ated
to the seizure and reporting of non-valued itens, sone term nol ogy has
di fferent neani ngs dependi ng on whether it is used in a |egal,
accounting, or program managenent context. To provide for consistent
and nmeani ngful reporting, clarified definitions and standard units of
nmeasure are necessary.

RECOMVENDED | MPLEMENTATI ON GUI DANCE

An anal ysis of changes for all material non-valued seized property
shoul d be disclosed in the financial statenent footnotes in the sane
manner as prescribed for non-valued forfeited property.

The definitions in Appendi x A provide for consistent and neani ngf ul
reporting anong Federal agencies that seize and/or forfeit non-val ued
items. The units of neasurenent for non-valued itens provided in the
Attachnent are also designed to facilitate consistency in reporting
anong agencies. It is recognized that sonme agencies may be currently
reporting in different nmeasurenent units and nmay be unable to convert
their units of nmeasurenent for FY 1999 reporting. Such agencies may
continue to report on their current basis for FY 1999 but should
conformwith the units of measurenment provided in the Attachnent for
FY 2000 and subsequent years.



APPENDI X A:  TERMS AND DEFI NI TI ONS

Abandoned Property
Property of any type over which the rightful owner has
relinqui shed possession and any claimof an ownership interest,
W t hout assertion of an adverse right to possession and control
by the federal governnent. This would include property left at a
government facility and unclainmed by the rightful owner follow ng
notice of intent to dispose. This property is a type of seized

property.

Act ual cust ody
Physi cal possession and control of property by governnent
personnel .

Central Fund
A federal entity established to finance the costs of seizure,
managenent and di sposition of property seized for forfeiture, and
to receive any proceeds fromthe sale or other disposition of
t hat property.

Constructive custody
Legal possession of property by federal governnent personnel
t hrough a non-federal agent, such as a commercial contractor or
state or local official, under a | egal agreenent or court order
that the agent maintains physical possession and control of the
property on behal f of, and subject to the orders of, the Federal
gover nnent personnel .

Cust odi al agency
The federal agency that has actual possession of seized or
forfeited property, or constructive possession of property
t hrough a non-federal agent. The custodial agency woul d be
responsi ble for reporting material quantities of non-val ued
i tens.

Det ai ned Property
Property taken into custody tenporarily for purposes of

preserving the status quo (itens in or around a crine scene) or
to protect the government fromliability for loss (luggage of an
arrested traveler, vehicle of an arrested drunk driver), or
determ ning Custons admi ssibility, with the intent to rel ease the
property as soon as it is no |onger necessary to preserve the
status quo or the owner can assune responsible custody. This
action is not a seizure under the |law and thus detained property
is not considered seized property.

Enbar goed Property
Property that may be | egal to possess or own in the U S., but
whose inport/export is prohibited (e.g., Iranian carpets, Cuban
cigars).



Forfeited property

Pr ohi

Sei zi

Property of any type (currency, nonetary interests, realty,
i ntangi bl e property, and tangi bl e personal property) for which
title has vested in the Federal governnent, over any other
asserted legal interest in the property, by exercise of a |egal
forfeiture process.

bited Property

Property for which no private right of ownership is recognized
under U.S. law, or of which nere private possession is prohibited
under U.S. law. Exanples include certain controlled substances,
counterfeit currency, counterfeit nonetary and financi al
instrunents, and certain firearns. This property is a type of
sei zed property.

ng agency _
The federal agency that seizes property as part of its |aw
enforcenment activities.

Sei zed property

Property of any type (currency, nonetary interests, realty,
i ntangi bl e property, and tangi bl e personal property) over which
the federal governnment has exercised its power under law to
assert possession and control in opposition to any other party
asserting a legal interest in the property.

Sei zed for evidence
Property the federal governnent has seized for the sole

pur pose of preserving and protecting the property for possible
use in civil or crimnal judicial proceeding. The expectation is
that the property will be returned to its rightful owners upon
conclusion of the judicial proceedings. However, circunstances
can allow the status of property seized for evidence to change to
property seized for forfeiture.

Seized for forfeiture
Property the federal governnent has seized for the purpose
of transferring title to the federal governnent through exercise
of a legal forfeiture process. This includes property seized for
forfeiture that also nmay be used in an evidentiary proceeding.

Sei zed for tax purposes
Property the federal governnment has seized for the purpose
of satisfying a tax liability to the federal governnent through
exercise of a |legal tax enforcenent process. This includes
property seized for tax purposes that also may be used in an
evidentiary proceedi ng.



Sei zed for other purposes

Property the federal governnent has seized for purposes
ot her than for evidence, for forfeiture, or for tax purposes.
Exanpl es of property in this category include seizures for
sati sfaction of debts owed the governnent, for protection of
public safety or navigation (adrift vessel), and for preservation
of environnmental conditions (sinking vessel). This includes
property seized for these other governnental purposes that also
may be used in an evidentiary proceedi ng.

Sensitive itens
Itenms that could be a hazard or threat to public safety or the
econony in Federal custody that woul d cause discredit or
enbarrassnment to the Federal governnment if it |ost accountability
over those itens.



Attachment

MEASUREMENT OF NON-VALUED ITEMS

STANDARD UNIT OF
CATEGORY MEASUREMENT
Illegal Drugs
Cannabis Kilograms
Cocaine Kilograms
Heroin Kilograms
M ethamphetamine/A mphetamine Various
Other Cateqories’ Vari ous
Firearnms and Expl osives
Legal Firearns Nunber
Il egal Firearns Nunber
Ammuni ti on Rounds
Expl osi ves Nunber
Counterfeit
Currency - Conpleted (U S. & Foreign) [Nunber of
Credit Cards Nunmber
CYhaor (o n nt har ecoiintorfoi t Niinmbhaor
NOTE: This is not intended to be an all-inclusive list. O her

categories should be considered as appropriate.

° Ot her categories include material amounts of other drugs seized, to be separately

reported by liquid weight, dry weight,

t abl et s,

or other appropriate measurenent.



